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GENERAL | NFORVATI ON

The Community Reinvestnent Act ("CRA") requires each federal financia

supervi sory agency to use its authority when exam ning financial institutions
subject to its supervision to assess the institution's record of neeting the
credit needs of its entire conmunity, including | ow and noderate-incone

nei ghbor hoods, consistent with the safe and sound operation of the
institution. Upon conclusion of such exam nation, the agency nust prepare a
witten evaluation of the institution's record of meeting the credit needs of
its community.

Thi s docunment is an evaluation of the CRA performance of First State Bank of
Warner, Warner, South Dakota, prepared by the Federal Reserve Bank of

M nneapolis, the institution's supervisory agency, as of January 21, 1997.
The agency rates the CRA performance of an institution consistent with the
provisions set forth in Appendix Ato 12 CFR Part 228.

I NSTITUTION' S CRA RATING: This institution is rated " Satisfactory."

There are a nunber of factors that support the bank's satisfactory rating.
First, the bank maintains a reasonable | oan-to-deposit ratio. Second, the
bank has nmade a significant majority of its loans within its assessnent area.
Third, based on an analysis of its |oans, the bank |l ends to borrowers of
different incone levels and to snall businesses and farns. Finally, its |oans
are reasonably distributed anong geographies of different incone |evels.
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The followi ng table indicates the perfornmance | evel
Warner, Warner, South Dakota, with respect to each of the five perfornmance

criteria.

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

FI RST STATE BANK OF WARNER
WARNER, SOUTH DAKCTA
PERFORVMANCE LEVELS

of First State Bank of

Exceeds
St andar ds
for
Satisfactory
Per f or mance

Meet s
St andar ds
for
Satisfactory
Per f or mance

Does Not Meet
St andar ds
for
Satisfactory
Per f or mance

Loan-to-Deposit Ratio

X

Lendi ng i n Assessnment Area

Lendi ng to Borrowers of
Different | ncone Levels and
to Busi nesses of Different
Si zes

Ceographic Distribution of
Loans

X

Response to Conpl aints

No CRA conpl aints were received
since the previous eval uation
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DESCRI PTI ON OF | NSTI TUTI ON

The bank is able to neet the credit needs of the comunities in its assessnent
area effectively. At its |last CRA perfornmance eval uation, the bank received a
satisfactory rating. The bank maintains a full-service office in Wrner

Sout h Dakota. Wile the bank does not operate any autonmated teller nachines
("ATM'), it offers its customers ATM cards that access local as well as

nati onal and international networks.

The bank's size supports its ability to neet the credit needs in its
assessment area. According to the Decenber 31, 1996, Report of Condition
("RCC'"), the bank's total assets were approximately $20.6 mllion. Since
Decenber 31, 1994, the bank's total assets have increased approximately

$1.8 mllion, or 10% Loan volune for the bank has been relatively stable.

Net | oans have increased $1.6 mllion since the previous evaluation. The bank
is primarily an agricultural lender. Agricultural |oans are the |argest
percentage of the portfolio at 64% The remainder of the |oan portfolio is
24% commerci al, 11% consuner, and 1% consumer real estate. The conposition of
the loan portfolio reflects the agricultural nature of the area the bank
serves. The low level of real estate lending is influenced by the bank's size
and proximty to Aberdeen, South Dakota, a regional trade center with many
financial institutions.

The bank offers a variety of |oan products to neet the credit needs of the
residents of its assessnent area. It extends agricultural, comercial, and
consuner loans. In addition to offering these conventional |oan products, the
bank al so participates in government- and state-sponsored | oan prograns,

i ncluding the Smal |l Busi ness Adm nistration, Farm Service Agency, and the

Nort heast South Dakota Energy Conservation Corporation.

DESCRI PTI ON OF FI RST STATE BANK OF WARNER S ASSESSMENT AREA

The bank defines its assessnment area as portions of Brown and Spink counties
as well as all of Faulk and Ednmunds counties in northeastern South Dakot a.

The bl ock nunbering areas ("BNA") in Brown County include BNA 9512 through BNA
9519. Two BNAs, 9562 and 9563, are located in Spink County. Faul k County
cont ai ns one BNA, 9811, while Ednunds County contains two BNAs, 9821 and 9822.
Al of the BNAs in the assessment area except 9513, 9514, and 9516 in Brown
County are classified as mddle income; the renaining three BNAs are

cl assified as upper incorme.

According to 1990 census data, the popul ation of the assessment area is
45,741. The bank is located in Warner, 10 mles south of Aberdeen. As
previously nentioned, Aberdeen is the regional trade center for the area. The
1990 census data indicate the popul ati on of Aberdeen is 24,927 and Warner's
popul ation is 336. Qher communities in the bank's assessnent area include
Faul kt on, Redfield, and |psw ch.

CRA divides inconme levels into four categories: |ow, noderate, mddle, and
upper. Because the bank's assessnent area is not in a nmetropolitan
statistical area, the categorization of a borrower or BNA's incone is
determned relative to the statew de nonnetropolitan nedian fam ly incone.
Lowi ncone i ndi vi dual s have incones of |ess than 50% of the statew de
nonnetropolitan median famly income, while noderate-incone individuals have
i ncomes of at |east 50% but |ess than 80% of this anount. The regul ation
defines a mddl e-income person as one with an incone of at |east 80% but |ess
than 120% of the statew de nonnetropolitan nedian income. An individual with
an incone that is 120% or nore of the statew de nonmetropolitan nmedi an i ncome
i s considered an upper-incone person. BNAs are classified using simlar
categories based on the level of the nmedian famly income in the geography.

As nentioned previously, all the BNAs in the bank's assessnent area are
classified as m ddl e or upper income. According to 1990 census data, the
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assessment area's nedian famly incone is $28,061, while the nmedi an househol d
income is $22,059. The figures for nonnetropolitan areas in South Dakota are
$25,547 and $20, 736, respectively. O the 17,808 househol ds in the assessnent
area, approximately 21%are | ow i ncome, 16% are noderate inconme, 18% are

m ddl e i ncone, and 45% are upper income. Approximately 15% of the househol ds
and 10% of the fam|lies have incomes bel ow the poverty |evel

Exami ners contacted a governnment official familiar with agricultural credit
needs of the assessment area. |Information obtained fromthe contact was used
in evaluating the bank's CRA perfornmance

As nentioned previously, the bank is primarily an agricultural |lender. The
| ocal econony of the assessnent area, outside of the inmedi ate Aberdeen city
limts, is also agricultural. Farmers in the area prinmarily raise smnal
grains, typically wheat, corn, and soybeans. There also are a nunber of
livestock operations. Bank managenment and the community contact noted that
1996 was an excellent year for area farners. The agricultural outlook is
uncertai n because of the severe winter the area has experienced. Livestock
operations have suffered | osses as a result of the severe cold and spring
floodi ng fromthe above-average snowfall could cause nore probl ens.

CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A

The bank has done a satisfactory job of neeting the credit needs of its
assessment area. Mich of the analysis on the follow ng pages was based on the
exam ners' review of a sanple of 76 agricultural/comrercial |oans and 73
consuner | oans the bank originated in the six nonths preceding the eval uation
The following criteria were reviewed in determning this rating.

LOAN- TO DEPCSI T RATI O ANALYSI S

The bank's | oan-to-deposit ratio neets the standards for satisfactory
performance. Since the previous evaluation, the quarterly average of the
bank's net |oan-to-deposit ratio is 78.9% According to the Decenber 31
1996, RCC, the bank's | oan-to-deposit ratio was 77.4% The follow ng chart,
based on quarterly ROC data, shows the seasonal fluctuations in the |oan-to-
deposit ratio that are common in a predomnantly agricultural |oan portfolio.
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NET LOANS DEPCSI TS NET LOAN-TO
DATE (I'n thousands) | (I n thousands) | DEPCSI T RATI O
Decenber 31, 1996 $13, 374 $17, 281 77. 4%
Sept enber 30, 1996 $13, 560 $16, 652 81. 4%
June 30, 1996 $13, 509 $16, 544 81. 7%
March 31, 1996 $12, 042 $15, 045 80. 0%
Decenber 31, 1995 $11, 906 $16, 062 74. 1%
Sept enber 30, 1995 $12, 495 $15, 947 78. 4%
June 30, 1995 $12, 145 $16, 025 75. 8%
March 31, 1995 $11, 769 $14, 354 82. 0%

Loan volune typically decreases at year-end when borrowers pay down |ines of
credit as they receive paynents for harvested crops and the sale of |ivestock
Li kewi se, loans increase in the first quarter as supplies are purchased for
the new growi ng season. Deposits also increase at year-end as surplus funds

are invested.

According to its Septenmber 30, 1996, Uniform Bank Performance Report, the
bank's 81.4% 1 oan-to-deposit ratio is above its peer group average of 62.5%
The bank's ratio places it in the 91st percentile conpared with its peers.
The foll owi ng chart shows the average | oan-to-deposit ratio for the bank's
conpetitors, using Septenmber 30, 1996, quarterly ROC data.

TOTAL ASSETS
Sept enber 30, 1996 QUARTERLY NET AVERAGE
BANK (I'n thousands) LOAN- TO- DEPCSI T RATI O
Subj ect Bank $20, 352 78. 9%
Conpetitor A $30, 675 80. 3%
Conpetitor B $24, 085 64. 8%
Conpetitor C $21, 370 42. 8%

As shown above, the bank's quarterly average net |oan-to-deposit ratio
conpares favorably with the ratios of its conpetitors. Bank nmanagenment and a
conmuni ty contact concurred that the | oan denmand for the area remnai ns strong.
The comunity contact did not identify any unmet credit needs for the area.
Accordingly, based on the level of |lending by the bank and the information
fromthe community contact, the bank's |oan-to-deposit ratio neets the
standards for satisfactory performance.

COVPARI SON OF CREDI T EXTENDED | NSI DE AND QUTSI DE THE ASSESSMENT AREA

A review of the statistical sanple of the |oans originated by the bank in the
six nonths preceding the evaluation reveals that a significant mgjority of its
| oans were made inside the assessnent area. The follow ng table shows the
percentage of |oans within the assessnment area based on total nunber and | oan
amount in each mgjor | oan category.

PERCENTAGE OF LOANS | N THE ASSESSMENT AREA

Tot al Nunber Tot al Anount
Loan Type of Loans of Loans
Consuner 85 83
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Agri cul t ural / Commrer ci al 91 91

Based on the high concentration of lending within the assessnent area, the
bank's lending in the assessnment exceeds the standards for satisfactory
per f or mance.

LENDI NG TO BORRONERS OF DI FFERENT | NCOVE LEVELS AND TO BUSI NESSES OF DI FFERENT

SI ZES

The bank's |l evel of lending to individuals of different income |levels and to
busi nesses of different sizes neets the standards for satisfactory
performance. As discussed, CRA classifies inconme levels into four categories:

| ow, noderate, mddle, and upper. According to 1990 census data, the nedian
househol d and fam |y incones for the bank's assessnent area are $22, 059 and
$28, 061, respectively. Both figures are above the statew de nonnetropolitan
househol d and family incomes of $20, 736 and $25, 547, respectively.

As previously nentioned, the performance eval uati on was based on a statistica
sampl e of 76 agricultural/comercial |oans and 73 consuner |oans. However,

i nconme data was available for only 40% of the consuner |oans in the sanple.
The scarcity of income data nmade anal ysis of inconme distribution for consuner
| oan borrowers of little value. Because of that fact, the analysis in this
section of the evaluation is based on the agricultural/comercial sanple.

Agricul tural and commercial |oans are the bank's primary focus. As previously
nment i oned, approxi mately 88% of the bank's | oan portfolio falls into these
categories. Al of the 69 agricultural/comrercial |oans in the bank's
assessnment area were to borrowers with gross annual revenues of $1 mllion or
less. In addition, 97% of the | oans were for anounts |ess than or equal to
$100, 000. There was one loan in the sanple that was for nore than $100, 000 but
| ess than $250, 000 and another | oan for nore than $250, 000 but |ess than

$1 million. Gven that agricultural and comrercial |oans make up the |argest
percentage of the loan portfolio, the size and vol une of the | oans appear
reasonabl e.

Overall, the bank's enphasis on lending to small businesses and farns neets
the standards for satisfactory performance. This conclusion is based on the
avai l able data for small agricultural/comercial |lending. The |ack of income
data for consuner |oans did not allow analysis of that |oan category and
precluded a higher rating in this category.
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GEOCGRAPHI C DI STRI BUTI ON CF LOANS

The distribution of the bank's | oans between geographi es of different incone

| evels is reasonabl e and neets the standards for satisfactory performance. As
previously discussed, there are no | ow or noderate-inconme BNAs in the bank's
assessment area. The assessnment area is conposed of ten m ddl e-i ncone BNAs
and three upper-incone BNAs. Approximately 64% of the popul ation resides in
the m ddl e-i ncome BNAs and 36% resides in the upper-inconme BNAs. The

following chart illustrates the bank's lending in the different geographies.
DI STRIBUTTON OF LOANS TN THE ASSESSMENT AREA BY BNA
| NCOVE LEVEL
LOAN TYPE M DDLE TNCOMVE | UPPER T NCOVE
CONSUMER
Total Number of Loans 92% 8%
Total Amount of Loans 93% 7%

AGRI CULTURAL/ COMVERCI AL

Total Nunber of Loans 90% 10%
Total Amount of Loans 89% 11%

It should be noted that the three upper-income BNAs are |ocated within the
city limts of Aberdeen, where there are nunmerous financial institutions. The
bank's size and limted penetration of the Aberdeen market explains the | ow

| evel of lending in the upper-income geographies and is reasonabl e given the
strong conpetition in Aberdeen. Based on this data, the bank's | endi ng anong
di fferent geographies in the assessnent area is reasonable and neets the
standards for satisfactory performance.

GENERAL

The eval uation reveal ed isolated technical violations of the Equal Credit
Qpportunity Act and the Fair Credit Reporting Act. Bank management prom sed
to correct the violations pronptly. In addition, the bank has not received
any CRA-rel ated conplaints since the previous eval uation.
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PUBLIC DISCLOSURE

January 21, 1997
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

Firg State Bank of Warner
Name of Depository Ingtitution

094615200000
I dentification Number of Ingtitution

Warner, South Dakota
Address of Ingtitution

Federal Reserve Bank of Minneapolis
250 Marquette Avenue
Minneapolis, Minnesota 55401-2171

NOTE: This evaluation is not, nor should it be construed as, an assessment of the financial condition of
thisingtitution. The rating assigned to this ingtitution does not represent an analys's, conclusion,
or opinion of the federal financial supervisory agency concerning the safety and soundness of this
financial ingtitution.



